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BACKGROUND 


In the economy of Norway there are certain special features which 
influence the economic policy pursued. Norway’s population is small, 
today just over 3.5 million, while the land area exceeds that of, for 
example, Italy. The elongated nature of the country, with an abun- 
dance of deep fjords and high mountains, not only creates practical 
problems of transport, but also tends to accentuate differences 
between the various regional areas. Although only from 3 to 4 per 
cent of the country consists of arable land, right up until the end 
of the 19th century farming and its subsidiary occupations were the 
dominant activities. In the 20th century, however, Norway has under- 
gone a comparatively rapid process of industrialization and commer- 
cialization. That Norway also before the war enjoyed a relatively 
high standard of living was due, in the main, to the development of 
a few capital-intensive industries producing for world markets. The 
Norwegian merchant fleet was the fourth largest in the world, in 
whaling Norway had the Jead and industries based on the processing 
of the country’s timber and the exploitation of the cheap hydro-electric 
power did well on international markets. On the other hand, an 
unusually large proportion of total commodity requirements was met 
from imports, and, calculated per capita, the foreign trade of Norway 
even before the war was among the largest in the world. 

World War II and the German occupation of the country hit 
Norway hard. The economic situation at the end of the war can be 
summed up thus; 

a) The country’s total real capital had been reduced by about 18 
per cent from 1939 to 1945 (disregarding changes in inventories, 
personal belongings and household furnishings, the cut in capital 
was about 13 per cent). The northernmost region of the country 
and a number of towns in other parts had been completely 
destroyed. The export industries were naturally particularly hard hit. 
The merchant tonnage had fallen to about 50 per cent of the pre-war 
figure and the whaling fleet had been diminished by 70 per cent. 

b) Total production had dropped by 20 per cent due to the stoppage 
in supplies of raw materials, outworn machinery and lowered worker 
efficiency. This state of affairs was worsened by the unfavourable 
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composition of production, which was due not least to the acts of the 
occupying power. 

c) Forergn trade was at rock bottom. 

d) The living standard of the people had been severely cut, and a 
tremendous need had accumulated for replacement of clothes, foot- 
wear etc. worn out during the war. 

e) The currency was greatly inflated. 

In 1945 Norway was thus faced with a colossal problem of recon- 
struction, a difficult problem of foreign exhange and a dangerous 
problem of inflation. It was against this background that the post- 
war economic policy was worked out. 


OB )E OG LLVES 


Even while the war raged representatives of the various political 
parties had met and agreed on a joint programme for the reconstruc- 
tion of the country. The main lines in this programme are reproduced 
in the declaration made by the new Goverment on its assumption of 
power in November of 1945, after the Labour Party, in the October 
elections in the same year, had won for the first time an absolute 
majority in the Storting. The Labour Party programme set down the 
following main objectives; 

(a) full employment, (b) a rising standard of living, (c) a fair 
distribution of income, (d) reconstruction of war damage and develop- 
ment of the means of production. These primary objectives have 
since been repeated and extended, but in broad outline remain the 
core of Labour's economic policy. 

These economic objectives must, however, be considered as part 
of a more general objective. In a modern, democratic society the 
primary policy target will be concerned with the welfare of the people 
their feeling of well-being and harmony. In relation to this funda- 
mental objective economic factors become only instruments, the shap- 
ing of which should be assessed in the light of the needs of the time. 

It is, however, on just this point that we find the major division 
in Norwegian politics. Whereas the opposition parties have since the 
war in the main supported the Labour Goverment’s social and cul- 
tural policy, opinions have differed on economic policy, and more 
particulary on the means to be employed. 


GENERAL COMMENTS ON THE INSTRUMENTS OF 
HCOINO) Mi Gan 


In an economy such as the Norwegian, which is based in the 
main on private ownership, the sum of the dispositions determining 
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economic developments can be said to be the result of an interplay 
between private and public decisions. In a completely “free” economy 
the interventions of the state are reduced to a minimum, in a fully 
regulated economy the state assumes responsibility for economic devel- 
opments in all sectors of importance. None of the economic systems 
of Western Europe in the post-war years has been either of 
these extremes. More recently there has been a pronounced trend in 
all these countries towards more liberal economies. Norway shares 
this trend, but has so far had a rather more controlled economy than 
perhaps any other country of Western Europe in the post-war period. 

It may be said that Norway was faced with a choice in 1945-6. 
She could follow the line adopted by the U.S.A. and several Western 
European countries, which was to abolish most of the war-time con- 
trols as quickly as possible in the hope that industry would use its 
freedom to find a new national economic balance and a “sound” 
basis for the peace-time economy. That Norway chose another way, 
a more controlled system, and has since, broadly speaking, kept to 
this line, is due not only to the fact that conditions in Norway were 
perhaps more suited to such a solution, but also, and this is the 
more important, to a different concept of the responsibility of the 
state for economic developments. To grant the state and the public 
authorities only the modest role in the economic field appropriate to 
a liberal faith would, in the opinon of the majority in Norway since 
the war, also involve relinquishing many of the desired objectives, 
not least as regards a fair distribution of income, and, moreover, ren- 
der impossible the fixing of economic priorities which would be of 
greater value to the community as a whole. For these reasons the 
state had to assume a much more important and active part in the 
economic sphere than had been usual in pre-war years, and take upon 
itself quite another degree of responsibility for economic develop- 
ments than ever before. In order to be able to fulfil this function the 
state had to make use of different instruments, which, in interplay 
with private economic decisions would contribute to attaining the 
desired objectives. 

The policy which has been pursued has also rested on the belief 
that even if the state intervenes for control purposes in the disposi- 
tions of private industry a situation of conflict is not inevitable; on 
the contrary, it should encourage development of new forms of co- 
operation between the state and industry. The strong feeling just after 
the war that everyone was “in the same boat” formed the basis for 
the establishment of the means for such co-operation. The best known 
of these was the Co-ordinating Council for Economic Affairs (Det 
okonomiske samordningsrad), composed of representatives of the main 
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private organizations and unions and of the public authorities. In 
the immediate post-war years this Council considered and gave its 
opinions on the major economic problems. With the gradual evolu- 
tion of more conflicting political views, however, it became more 
difficult for the Council to function as intended, and it finally 
dissolved through the withdrawal of a number of the private business 
organizations. In 1945 the opposition parties supported the policy 
that the war-time controls should be retained in the transitional 
period, but very soon the conflict of principles between the parties 
again came to the fore. The right-wing parties, and particularly the 
Conservatives, supported an increasingly free economic policy and 
in principle, protested against the position of power acquired by the 
state in Norway in the post-war years. 

Since 1946 economic developments and the Government’s econom- 
ic programmes have been reviewed in the annual national budgets. 
These have been supplemented with three four-yearly forecasts, the 
first rather brief for the period 1949-52, and two rather more detailed 
long-term programmes for the periods 1954-7 and 1958-61. The 
national budgets and the long-term programmes cover the entire 
economic life of the nation. A large number of the economic elements 
are, however, more or less outside the Government's power of influ- 
ence, and for these the programmes can only be pure forecasts of the 
most likely developments. In certain spheres, on the other hand, the 
state has specific and well-defined targets, and also the means of 
endeavouring to attain them. In these cases the national budgets are in 
the nature of specific programmes. The ability to prepare such pro- 
grammes has, however, been considerably lessened as direct controls 
have gradually been abolished or become less important. 

By ‘direct instruments’ is meant intervention which has an imme- 
diate impact on the element which it is desired to affect. Direct 
instruments are also highly selective (discriminating, directly effec- 
tive) and most often produce quick results. Inevitably they limit 
severely the scope for individual decisions. Examples are price control, 
rationing and import regulation. Indirect instruments represent im- 
pact through general frameworks, primarily of a monetary nature. 
They are not selective, and most often gradual in their effects. From 
the individual’s point of view they have the advantage that they allow 
considerable freedom to make one’s own arrangements within the 
general framework laid down. Examples of indirect instruments are 
first and foremost, monetary and credit policy and the general effects 
of the state fiscal policy. 

In 1945 all major consumer goods were rationed, but gradually, 
as supplies improved and became abundant, rationing could be abo!- 
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ished. In 1952 the last vestiges of such controls on ordinary consumer 
goods vanished. It was coffee and sugar which remained rationed 
longest. Norway still has a regulation of sales of private cars, but 
this will be removed in the autumn of 1960. The extent and composi- 
tion of smvestments have been influenced by a whole battery of 
direct rationing of materials, a system of building permits, control of 
the right of establishment, general controls of building and construc- 
tional work over a certain size, and qualitative credit controls. Some of 
these controls are still in force, but if they are, they have been made 
much more elastic than before. Regulation of zmports and exchange 
transactions and of prices will be covered later. Since direct controls 
can be given a very specific form, according to the purposes they 
are meant to serve, there are a great number of different types, and 
many have a permanent place in economic policy as an essential 
supplement to the more general indirect economic instruments. 

In the 1950’s — more particulary from 1955 onwards — monetary 
and credit policy, along with fiscal policy, have become the dominant 
instruments of the state. Bank rate is not a significant instrument in 
Norway. The discount was thus 2.5 per cent up till 1955 and has 
since been unchanged at 3.5 per cent. Measures to limit the volume 
of money, however, are of considerable significance. The total finan- 
cial aggregates also come into the picture here. Individual items on 
the fiscal budget as, for example, specific Government investments 
can, on the other hand, operate more as a direct instrument. 

The deflection of the centre of gravity from direct to indirect 
instruments is a consequence of the development from a situation of 
general shortage combined with superfluous money to a situation of 
adequate availability combined with a tight money market. In the 
same period there has been a development from a relatively closed 
to a liberalized foreign economy. 


MaAUN ASPECTS OFCECONO@MIC DEVELOPMENTS 


Throughout the post-war period it has ben possible to maintain 
a situation of full employment in Norway. It is true that the climatic 
conditions, particularly in Northern Norway, entail a certain winter 
unemployment, but this must really be regarded as an unavoidable 
consequence of the country’s geographical situation. In the winter of 
1958-9 there was additional unemployment resulting from the inter- 
national recession. This unemployment was, however, temporary in 
nature and relatively limited in extent. 

The composition of employment has changed in the course of the 
post-war years, as is shown in the table below: 
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EMPLOYMENT 


(Percentage distribution of work years) 


1938 .1946 1957 


Farming, forestry, fishing, whaling ........ 38 33 25 
Mining, manufacturing, building and con- 

SETUCHIOQY UR ac ea ee eee ee meee 24 28 a2 
Shipping;and sother traniceotiinia.. cies chee 8 9 10 
Domestic qwrt ae fee pee eee, m0) Z 4 
Otheriser vices says ne tea eee eee ae 20 25 29 


100 100 100 


Employment in the agricultural sphere has thus dropped markedly 
(and continues to fall), while employment in manufacturing and 
other urban activities has risen. The net increment of labour has been 
relatively little in the post-war period, but in the 1960's there will 
be a great increase in the number of young persons seeking employ- 
ment. This development imposes great demands on the educational 
system and will also call for a higher absorptive capacity for new 
manpower in manufacturing. 


Production has been as shown in the figures below (1938 = 100): 


19465194901 95251935, 19358 


Gross domestic production = a Se LOS SOmei a loa LO 
Production in manufacturing .... 5m jo eweLOD Ze 220 


As early as 1946 total production thus passed the 1938 level, 
and it continued to rise rapidly through the rest of the 1940's. In 
the decade of the 1950’s growth has been somewhat weaker. In 1958 
there was only a quite feeble increase in production, due to the in- 
ternational economic recession, but in 1959 there was a return to 
more rapid expansion. Production in manufacturing was compara- 
tively lower at the end of the war than total production, and in this 
respect reflected the unfavourable composition of production at that 
time. Manufacturing later improved more rapidly than total produc- 
tion. Productivity in manufacturing (output per worker) has shown 
a satisfactory development, while employment in manufacturing has 
stagnated in recent years. 


The following is the picture as regards the percentage distribution 
of total production according to use: 


1938 1946 1949 1952 1955 1958 


Gross asset-formation®. 7.09) 25110030.5" 937.7) B28) 36.59037.0 
Govt. current expenditure 

Ons Soodsrand services iq wane Lil ILO O00 POs Ov Ol) aan Le® 
Consumers’ exp. on goods 

atic mservicesmmun, yr 4 nr G5 49,.03;250,615) 55140 G47 
Exports minus imports .. ge ABE aS ON Se Ga eh ee 


The post-war years have been characterized by an unusually high 
rate of investment. In this respect Norway has, throughout the period, 
headed the list in Western Europe. Investments have been financed 
in part by an enduring import surplus. Private consumption, consu- 
mers expenditure on goods and services) now has a smaller share 
than before the war, as has also civil public consumption. 

A high rate of investments is a central factor of Norwegian eco- 
nomic policy since the war. In the immediate post-war years the 
major objective was to carry through as quickly as possible the recon- 
struction of the country after the war-time destruction and get indus- 
try back on its feet. Thereafter expansion, particularly of the export 
industries, has been a main preoccupation. The figures given below 
show how gross asset formation (excluding changes in inventories) 
has been distributed per sector in certain post-war years compared 
to 1938 (percentages): 


1938 1946 OSE 1956 


Baronet tOresiry nantes. TO 8.4 #3 7.0 
Fishingyand whaling’ ./2 2%). 2.4 3.8 4.5 3.4 
VEAUEACLUEE COMM. oa ton Gee, 17.6 16.2 19.1 17.6 
Blectricity production ....:... 3.0 3.8 Tig 6.7 
AEGTIIICECO Mae rea ok rare. 1.8 1.9 3.0 Qu 
Titans POLIME ommere Gites titer ste 28.4 35.1 28.8 32.8 
Commercial premises and 
OUST OMe ert tse ria. 24,4 20.0 20,0 Te 
Vises here oe arte as, 2 125 1.3 1.8 2.4 
0.0 8.8 8.3 POSE 


Public consumption capital .... 10. 


100.0 100.0 10030) 20070 


These figures show, inter alia, the importance for Norway of 
investments in the field of transport, first and foremost in shipping. 
Attention is also drawn to the development of hydro-electric supplies. 
Investments in manufacturing, on the other hand, have kept more-or- 
less unaltered their share of gross asset formation. Since 1947 the 
problem has been to retain total investments within a reasonable 
limit, while at the same time ensuring a satisfactory composition of 
investments. From 1946 to 1958 total fixed capital assets in Norway 
(excluding inventories, land, forests and farm animals) increased by 
about 87 per cent. 

Parallel with the growth in production there has in the post-war 
period been an improvement in the average standard of Irving. 
Private per capita consumption rose from 1938 to 1955 by about 35 
per cent — a very substantial growth compared to most other Euro- 
pean countries. Developments have, however, varied somewhat for the 
different groups. Small-holders, fishermen and the lowest paid work- 
ers have bettered their standard a great deal more than the average. 
This is also true of certain other groups, the aged, the sick etc., 
thanks to the system of public insurances and other social services. 
Tax policy has also strengthened this tendency to equalization. Income 
tax in Norway is highly progressive. 


THE INDIVIDUAL INDUSTRIES AND, DISTRICTS 


Productive capacity is not evenly distributed over the different 
sectors, and as regards the various geographical regions of the coun- 
try, we find “rich” and “poor” areas. These inequalities give rise to 
problems of major importance for Norwegian economic policy. Des- 
pite a very marked increase in productivity in the course of the post- 
war years (mainly due to mechanization of the processes of produc- 
tion) the average Norwegian farm 1s not able to provide a reasonable 
return. The main trouble is that the farms are too small in size. To 
ensure farming a reasonable income in relation to other occupations, 
the state yearly provides comprehensive subsidies to agriculture. Also 
the fisheries, which are of decisive importance for the coastal areas 
in the west and north of Norway, must be supported in various ways 
by the state. 

There are also very great differences in the economic standards 
of the various parts of the country. Throughout the post-war years 
great weight has been placed on reducing these differences, partic- 
ularly by an improved distribution of manufacturing activity. Most 
provinces now have a Regional Planning Office which maps out the 
resources of the district and its possibilities for expansion with a view 
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to finding ways and means of developing a more diversified economy. 
From 1951 there has been a separate Development Programme for 
Northern Norway. A Development Fund provides loans and guaran- 
ties, and specially favourable taxation provisions are meant to attract 
capital to this area. The Development Programme has fostered a 
relatively more rapid industrial growth in this region than in the 
traditional industrial areas. In other ways, too, endeavour is made to 
promote the spread of industrial activities, particularly by use of 
public loans and guaranties, but also by means of educational and 
guidance measures, aid in planning etc. The industrial enterprises of 
the state have in the main benefited industrially poor areas. 


PE PUBEIGSEGLOR 


With the exception of the public marketing monopolies for fish- 
ing equipment and for medicine established since the war for special 
(social) reasons, the Labour majority has not made use of nationaliza- 
tion as a means of extending the influence of the state on economic 
life. Sales monopolies for wines and spirits and for grain and fodder 
were already in existence. The railways and the postal, telegraph and 
telephone services have long been state-owned and operated. 

The public sector has, however, increased its influence by the 
building of mew industrial enterprises (for production of aluminium, 
steel etc.) which are mostly situated in the industrially backward areas. 
Employment in public industries none the less accounts for only 
about 6 per cent of total employment in manufacturing. Since the 
bulk of hydro-electric development schemes have, in the post-war 
years, been carried through by combined national and local authority 
efforts, energy production is today dominated by public enterprises. 

In one particular sphere the state has greatly expanded its in- 
fluence since before the war, namely in the financing of housing. The 
Post Office Savings Bank and the Postal Transfer Accounts are also 
new creations since the war, while the state banks for farming and 
manufacturing date from earlier years. The loans of the state banks 
are particularly high to the districts whose needs have not been well 
covered by the private banking system. 


AN ISIN Ta LONARY MEASURES 


At the end of the war the Norwegian currency was highly infla- 
ted. The German occupying power had financed its occupation via 
the printing press, and, moreover, commodity stocks etc. had been 
converted into cash. The price level had, officially, not risen a great 
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deal, but the large amounts of money in circulation compared to the 
extremely limited supply of commodities involved a latent inflationary 
pressure. In the autumn of 1945 a registration of property was en- 
forced, and notes in circulation were called in for exchange. Some bank 
deposits were temporarily blocked, and substantial Government loans 
were raised to neutralize further amounts of money. A certain 
amount of the over-abundance of ready cash was corrected by the 
imposition of a capital levy. 

The detailed price controls of the war-time period were retained. 
In order further to guard against an increase in prices, for example 
as a result of higher import prices, the Government appropriated in- 
creasing amounts over the fiscal budget for price subsidies on major 
consumer goods. With the assistance of this “stabilization line” the 
price level was kept roughly stable right up till 1949, despite sub- 
stantial price increases abroad. 


1945 1946 1947 1948 1949 


Index of the cost of living 
(1938. %2.100)..(December) L3G 95. Gl Saige ea 


The Norwegian krone (crown) was devalued about 44 per cent 
in September 1949 on the same date as the devaluation of the pound 
sterling, a step which undermined the stabilization line. The subsidies 
were cut in the spring of 1950. The Korean War from the summer 
of 1950 increased the pressure on prices. Despite fiscal counter-meas- 
ures prices rose rapidly, and since wages are tied to the index of the 
cost of living a wage-price spiral was released. 


Cost of living index (1949 = 100): 
1950 1951 1952 19531954 (19551956019 5a oe a oe) 


TOS. 122. 2195 1300" LA aa AS al ee ae 


As from 1952 the increase in prices was at a somewhat lower 
rate. Import prices had begun to fall. Through additional taxes the 
state acquired substantial current surpluses on the fiscal budget, 
and in this way withdrew liquid assets. The continued deficits on the 
balance of international payments also had the same effect. 

Following a recession in 1953-4 the subsequent upswing created 
pressure on the economy which in February 1955 led to counter-meas- 
ures being introduced. Discount rate was raised from 21 per cent to 
31, per cent. Special investment taxes were imposed to limit invest- 
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ments. The loans of the state banks were reduced and a ceiling set 
on other loans. Special measures to stimulate savings were also in- 
troduced. Fiscal policy became more restrictive and the surpluses on 
the current budget rose once more. As from 1956 agreements were 
made betwen the Government and the credit institutions for the 
limitation of loans. 

The situation today is that liquidity in the industrial system has 
been so reduced by Government dispositions that it is not primarily 
from this quarter that the inflationary pressure arises. On the other 
hand, the tie-up of wages and farm prices with the cost of living index 
contains a considerable element of danger for price and wage move- 
ments more or less independent of the state of liquidity. 


VoD aN CHLOreIN TERNATIONAL PAYMENTS 


At the end of the war Norway had accumulated considerable 
reserves of foreign exchange, mainly in the form of insurance pay- 
ments on shipping lost during the war. Import needs were, however, 
tremendous, and in the course of two years the reserves had been 
reduced to an absolute minimum. During the immediate post-war 
years a very strict Government control of both imports and foreign 
exchange was exercised, but despite this control Norway found her- 
self by 1947-8 in an exchange crisis. Marshall Aid, which began in 
1948, represented an invaluable assistance at the right moment, en- 
abling Norway to carry through the programme of recovery and re- 
construction. The international boom conditions from 1950 contrib- 
uted to an improvement in the position of Norway’s external economy 
and in 1951 there was even a slight surplus on the balance of inter- 
national payments. 

In recent years the deficits have again been substantial, not least 
because of the unfavourable freight market conditions. Thanks only 
to planned borrowing abroad to finance the large imports of ships 
and the construction of certain of the major hydro-electric power 
plants, etc. has it been possible to finance the deficits. 

Taking the period 1946-58 as a whole, Norway had a deficit on 
the merchandise balance, with the exception of ships, of more than 
20 billion kroner and a net import of ships of about 11 billion kro- 
ner. On the revenue side the freight earnings of the merchant fleet, 
after deduction of the operational expenses of the fleet abroad, 
amounted to almost 23 billion kroner and Marshall Aid to 2.5 billion 
The total deficit on the current balance in this period was more than 
6 billion kroner, which was financed for the most part by the raising 
of foreign loans. 
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In brief, the external economy of Norway can be said to be char- 
acterized by an enduring deficit on the merchandise balance, which, 
over a longer period, is only partly covered by gross freight earnings. 
In the post-war years Norway has been a net importer of capital, and 
will in all probability continue as such for a relatively long future 
period. Norway’s great dependence on the earnings of shipping, which 
is a sphere unusually sensitive to cyclical fluctuations, means that 
Norway's balance of international payments, to a greater degree than 
many other countries’, reflects the international cyclical changes. 

Through participation in the Organisation for European Economic 
Cooperation (OEEC) and the General Agreement on Tariffs and 
Trade (GATT) Norway has liberalized most of her foreign trade. 
Import controls have, practically speaking, been eliminated and ex- 
change restrictions relaxed. Norway has been an advocate in inter- 
national economic co-operation of the view that balance of payments 
difficulties are no longer the concern only of the country involved, 
but must be resolved through international co-operation. 


CONCLUDING REMARKS 


If an attempt is made to summarize the main aspects of economic 
policy in Norway in the years since World War II, the first point to 
be mentioned would be that this policy has been characterized by a 
prominent element of economic planning and that there has also been 
a substantial liberalization during the 1950's. The main economic 
objectives — a rapid growth in production, full employment, a rising 
standard of living and a fair distribution thereof — have been attained. 
Norway has placed great emphasis on a high level of investments and 
a rapid expansion of real capital, and will continue to do so. 

The present division of the world into preference areas sets limits 
on the extent to which a small country can gain advantage from the 
production possibilities opened up by technical advances. Norway 1s 
thus very interested in the possibilities offered by the European Free 
Trade Association — and, even better, wider international solutions — 
for increased production and trade and thereby also for a rising 
standard of living. 
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